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CHAPTER THREE 


Controlling Inflation 


DANIEL J. B. MITCHELL 


IN ALL BUT ONE of the previous editions of Setting National Priori- 
ties, the problems of inflation—and the policies established to combat 
them—have not been the subject of a special chapter.’ Rather, anti- 
inflation policies have been subsumed in chapters on general eco- 
nomic policy and the budget. Last year the administration was 
“faulted for giving inflation control little emphasis in its various 
initiatives” and for not dealing with the wage-price spiral.” It became 
clear in 1978 and early 1979 that inflation had become the dominant 
economic issue, The tax revolt that began with California's Proposi- 
tion 13 and led to strong pressures for constitutional amendments 
requiring balanced budgets was the product of an anti-inflation back- 
lash as well as of concern about tax burdens per se. Responding to 
these pressures, the Carter. administration submitted an austere 
budget for fiscal year 1980 and announced new voluntary wage- 
price guidelines; the Federal Reserve pushed up interest rates until 
the growth rate of the money supply was drastically reduced. This 

The following persons provided helpful comments on drafts of this chapter or 
contributed to particular sections: Ralph C. Bryant, Robert W. Crandall, Robert W. 
Hartman, Lawrence B. Krause, Joseph J. Minarik, Arthur M. Okun, and George L. 
Perry. Cynthia M. Browning provided research assistance. 

1. The exception is the chapter by George L. Perry in a special edition that pro- 
vided a longer-range perspective. See “Stabilization Policy and Inflation,” in Henry 
Owen and Charles L. Schultze, eds., Setting National Priorities: The Next Ten Years 
(Brookings Institution, 1976), pp. 271-321. 


NP Joseph A. Pechman, ed., Setting National Priorities; The 1979 Budget (Brook- 
ings Institution, 1978), p. 20. 
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lag—a further boost in interest rates could precipitate an unwar- 
ranted degree of economic slack. Similarly, the guidelines authorities 
could respond to the price surge by holding tightly to the standards 
already announced. Such a stance increases the risk of a confronta- 
tion with a major union. On the other hand, a loosening of the wage 
standard increases the risk that what might turn out to be a tempo- 
rary price surge becomes incorporated in the wage-price spiral. 

Since there are risks to any policy, it would be well if these were 
communicated to the public. Traditionally, statements of economic 
policy are made with assurance and optimism. Shifts in policy then 
appear to be repudiations of past assertions, when they actually rep- 
resent responses to unexpected economic events or outcomes. Given 
current uncertainties, the temptation to proclaim future victories 
over inflation must be avoided. It will be a long, hard struggle. 


